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On Sept. 7, Economy and Finance Minister Abel Salinas announced principal components in a new
economic austerity program to meet a "very grave, but not insurmountable situation." Included are
a nearly 400% fuel price increase, and the abolition of the tiered exchange rate system. Beginning
on Sept. 7, a single official exchange rate of 250 intis per US dollar went into effect. According to
preliminary analyses, the exchange rate modification was tantamount to an overall devaluation of
100%. For several import categories, the devaluation reached up to 300%. Next, substantial price
hikes for several basic foodstuffs were announced, including rice, bread and milk. Salinas did
not mention food subsidies, an omission interpreted as the government's intention to abolish all
subsidies previously applied to numerous basic consumer goods. Next, the program establishes a
minimum wage increase from 6,020 to 15,000 intis per month, a wage bonus of 3,000 intis ($12) to be
paid in September, and a job creation program focused mainly on Lima. Salinas emphasized that
the plan is of short duration 120 days , and is aimed at quickly reducing inflation in order to halt
the drastic decline in foreign reserves. The minister acknowledged that gross domestic product is
expected to decline by 3 to 4% in 1988. He added that the government is currently seeking loans
from international financial institutions, such as the World Bank, the Inter-American Development
Bank, and the Andean Reserve Fund. As a result of widespread opposition to the austerity program,
and the rising crime rate in some regions of the country, the government has declared a state of
emergency applied to Lima, the neighboring port city of Callao, and several interior provinces.
(Basic data from Prensa Latina, 09/07/88)
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